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Abstract  
To determine the speed of adjusting asset prices to the latest market information, investors usually resort to semi-strong form 
efficiency tests. Semi-strong form efficiency is based on the assumption that stock prices adjust rapidly as a result of new public 
information. The objective of the event study conducted in this paper was to examine whether new information is incorporated into 
the share price in a single price change after its public distribution. We analyzed the price behaviour of companies listed under 
Category I of the Bucharest Stock Exchange around events such interim result announcements between June and November 2012. 
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1. Introduction 
From the classic definition of stock-market informational efficiency formulated by Eugene Fama to the latest 
developments of the theory, the efficient market hypothesis has been inseparable from the concept of information and 
the methods of incorporating the available information into the market price of a particular tradable asset.  
One of the main tasks of portfolio managers is to identify sources of information so that, through information-
processing, they may secure an edge over other investors. 
 
The very low cost of information transfer due to the use of sophisticated telecommunication technologies that 
enable the free access of those interested; 
The results of information production are not always the desired ones (the intended information recipients are not 
the sole users) since there are no laws in this area to provide proper protection. Thus, the analysts who process the 
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information may face real difficulties in obtaining compensation for their work. Even though a specific segment of 
investors resort to their services, information is also indirectly transferred to the public, who bears no costs. As a 
result, some investors may mirror the behaviour of those who are informed, without the need of obtaining information 
 
Information is often a highly perishable product and this has lately resulted in the increase in the speed of its 
distribution and use; 
A real information mark
Information supply (including information production, storage, and processing) requires a number of distinctive skills 
and sophisticated technologies, the degree of specialization in this area being extremely high. Information bidders 
must be concerned not only with covering information purchasing and processing costs, but also with deriving a profit. 
Information demand has become increasingly widespread and varied. Information buyers must be interested in 
purchasing it only insofar as they may benefit from it in the future, by increasing its utility function. 
To determine the speed of adjusting asset prices to the latest market information, investors usually resort to semi-
strong form efficiency tests. Semi-strong form efficiency is based on the assumption that stock prices adjust rapidly 
as a result of new public information; hence, share lists will reflect all public information. Public information also 
includes any other information that does not concern the market, such as profits, stock splits, economic and political 
news. Thus, investors acting as a result of an important new piece of information after it has been made public should 
not make above average profit because the share price already reflects the effect of this new information. 
The main research tool in this field is the event study. Such studies test the possibility of making profits that exceed 
normal ones, considered from the point of view of the systematic risk characteristic of assets through their trading 
based on publicly available information. Specifically, these tests focus on studying the evolution of a share list around 
an event that generates information on its profit prospects. Such events may include the publication of financial 
statements, announcements of quarterly or half-yearly interim results, announcements of result forecasts provided by 
the management, changes in accounting policies, dividend and share split announcements, issuance of new shares, 
special transactions (in large blocks), etc.  
Eugene Fama, the father of EMH, considers that event studies offer the most direct evidence of the informational 
efficiency of financial markets (Fama, 1991, p 1577). It is important to note that one of the first event studies, which 
is also the most famous, was conducted by Fama, Fisher, Jensen, and Roll (1969), who analyzed nearly 1,000 share 
splits that have taken place on NYSE between the third and the sixth decades of the last century. 
2. Event Study Methodology 
The objective of the event study conducted in this paper was to examine whether new information (company 
specific) is incorporated into the share price in a single price change after its public distribution. We analyzed the price 
behaviour of companies listed under Category I of the Bucharest Stock Exchange around events such interim result 
announcements between June and November 2012. An important limitation of these studies is that the results may be 
influenced by the interruption of trading certain shares or by the weak trading of other shares. As a result, in order not 
to influence the results of the analysis on these grounds, AZO and COFI have been removed from the sample of 
analyzed companies because the trading of the shares of both companies was interrupted. PREH was also excluded 
because its shares were traded at a rate of only 23% of the days considered in the sample.  
Selecting all available information on the Romanian capital market (in terms of companies listed under Category I 
of the BSE), we identified one event for each company within the examined period. For each event, we defined day 
public. 
We determined that each share, connected to its own event, should have a flexible estimation window of 70 days 
so that we may collect enough data to perform the tests. Although in general the estimation window covers the period 
before the event window, we chose to analyze both the periods prior and subsequent to the event (Figure 1). The event 
window consists of 21 days (10 days before and 10 days after the information became publicly available). Normally, 
we excluded the event window from the estimation period so that the parameters to be obtained from the analysis 
should not be affected by the event. Had we included the event window into the estimation period, the returns obtained 
during the event would have significantly affected the parameters derived from the analysis sample. In this situation, 
both the normal and abnormal returns (we will present these concepts below) would include the impact of the event. 
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This would be problematical because the event study methodology is built around the assumption that the impact of 
the event is captured only by abnormal returns (Mackinley, 1997). 
 
 
 
 
 
 
 
Fig. 1. Event window and estimation window (prior and subsequent to the event) 
news. These were grouped according to the change in the share price on the day of the event. Thus, if the change was 
e was negative 
neutral news. As the small number of events describing neutral news is not relevant to the results, we will not analyze 
th  
In the following, we must distinguish between normal and abnormal returns. Thus, normal returns are those that 
reward investors for the risk taken and the time value of money. These normal returns could be considered ex-post 
returns existing in the absence of significant events. However, these significant events that may occur on the market 
may induce investors to obtain abnormal returns on securities held in the portfolio. These abnormal or excess returns 
can be noticed for very short periods of time after the relevant information has become public in the case of an efficient 
market. Abnormal returns within a given period t for asset i i,t, are calculated as the difference between their total 
profitability, calculated ex-post, Ri,t, and the normal, expected return, determined ex-ante E[Ri,t]:  
 
tititi RER ,,,                                                                                                                                 (1) 
 
To measure as accurately as possible the impact of an event on the profitability of a security, it is necessary to use 
an objective model to determine the normal returns. The model used in our study to measure the normal expected 
returns was the market model. In this model, asset profitability is linearly dependent on market profitability through 
the volatility coefficients of assets. These volatility coefficients are determined for the estimation period considered 
in the analysis (for IMP and RPH, where we obtained statistically unimportant coefficients using the market model, 
we used Market Adjusted Returns: the normal return of a security at a given time is equal to the market return for that 
period. Market return can be concretely expressed by the return on a stock exchange index, in our case using BET. 
Expected returns for all securities, in this case, is considered to be the same within a certain period of time, although 
they may vary over time. This procedure is often used to avoid errors and additional calculations associated with 
estimating the volatility coefficients of assets).  
Thus, in an attempt to isolate the share return due solely to company-related information, we examined the residual 
errors of the market model (developed by William Sharpe in 1968):  
 
iMiii RR                                                                                      (2) 
 
return calcu
individual risk and, in this context, is the return due to new information on the company (the residual error is 
considered).  
Estimation 
window 
Estimation window  
(prior to the event) 
Estimation window 
(subsequent to the event) 
0 t-1 t1 t-2 t2 
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In this chronological series, the beta coefficient of individual securities indicates how many times their return 
covariance with the market return ( iM) is as high or as low as the market return variance ( 2M) (dispersion): 
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We use the notation ARit for these abnormal returns so that, by applying the market model, they may be determined 
as follows: 
 
)( Mtiiitit RRAR                                                                                                (4) 
 
Using estimates of i and i based on regression, we calculated the values of abnormal returns ARit for each event 
over a period of 70 days before and after the event. The abnormal returns thus determined can be aggregated for events 
(AARt), where N is the total number of abnormal returns registered in the sample on day t: 
 
N
i
itt ARN
AAR
1
1
                                                                                                               (5) 
As testing procedure, we intend to define the null and alternative hypotheses, determine the aggregate returns for 
the whole period under analysis (for the event window) and the significance of the tests applied. 
In this case, the event study methodology suggests the testing of the following hypotheses: 
- H0  the average of abnormal returns (AARt) for all events at time t is equal to 0; 
- H1  the average of abnormal returns (AARt) for all events at time t is not equal to 0. 
Subsequently, the significance of the event is tested by means of the average of abnormal returns for the sample of 
securities during the periods of the events. If abnormal returns are not statistically significantly different from zero 
during the relevant testing period, we conclude that the test did not provide evidence of the significance of the event. 
In this case, or if abnormal returns quickly disappear, we have evidence that the market is efficient with respect to 
such information (i.e. semi-strong form efficient). On the other hand, evidence of weak reactions to the security price 
at the time of the event suggests that the market does not react effectively and that abnormal returns may be obtained 
from these events related to the emergence of new information.  
For an overview of all events, we used the up-to-date cumulated values of the daily averages of abnormal returns 
for the entire sample of firms (hereinafter referred to as CAAR). These cumulative average abnormal returns determine 
the effects accumulated over time from the start of the testing period to any moment in time t considered. In fact, these 
returns are calculated using the aggregation of average abnormal return series AARt. Therefore, for the event window 
starting with moment t1 until moment t2, the average of cumulative abnormal returns is calculated as follows: 
 
2
1
),( 21
t
tt
tAARttCAAR                                                                                                                          (6) 
The null and alternative hypotheses underlying this test are 
- H0  the average of cumulative daily abnormal returns (CAARt1,t2) between moments t1 and t2 is 0; 
- H1  the average of cumulative daily abnormal returns (CAARt1,t2) between moments t1 and t2 is not 0. 
Subsequently, these cumulative abnormal returns are tested in terms of statistical significance to determine whether 
the event produced reactions of securities during the event periods. 
  
2. Empirical Results of the Romanian Capital Market Study  
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The evolution of 
event analysis (21 days; in the graph, day 11 coincides with day 0 of the event) is shown in Figure 2 below.  
 
 
Fig. 2. The evolution of daily average abnormal returns 
news) become public than the price reacts to it, prices adjusting to a steady value in the days following the event. 
 
 
 
entire period of event analysis (21 days; in the graph, day 11 coincides with day 0 of the event) is shown in Figure 3 
below. 
 
 
Fig. 3. The evolution of aggregated daily average abnormal returns 
AA
Rt good news
bad news
CA
AR
t good news
bad news
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 accurately predicts favourable reports on profit, prices 
being thus adjusted according to these expectations. The CAAR indicator increases during the year for positive returns, 
information indicating that the Romanian capital market failed to anticipate accurately unfavourable reports, so that 
prices were not adjusted accordingly. After time 0 of the announcements, we note that a part of the favourable (or 
unfavourable) announcements were not fully anticipated and that prices continue to adjust and after the 
announcements have been made. 
Alternatively, the methodology of event studies illustrates the application of the conventional t-statistic test to study 
abnormal returns, both daily average returns and aggregated ones, more specifically, to determine whether any residual 
return is considerably different from 0. Using standard techniques for testing hypotheses, we calculated the standard 
deviations for each average and cumulative residual return and the t-statistic test (determined by dividing the estimated 
variable to its standard deviation: ( t 0) / ) in Tables 1 and 2.  
    Table 1. AAR and CAAR results after the returns announcements   
Day  
AARt CAARt AARt CAARt t-stat AAR t-stat CAAR 
-10 1.25E-05 1.25E-05 0.010903 0.010903 0.001144 0.001144 
-9 0.012342 0.012355 0.032125 0.033364 0.38419 0.370305 
-8 0.008618 0.020973 0.042543 0.066674 0.202567 0.314555 
-7 0.006278 0.027251 0.034033 0.06416 0.184474 0.424734 
-6 -0.01198 0.015273 0.031209 0.076198 -0.38382 0.200432 
-5 0.01159 0.026863 0.031378 0.066563 0.369372 0.403564 
-4 0.00047 0.027333 0.012725 0.059264 0.036962 0.461204 
-3 0.000317 0.02765 0.01387 0.062132 0.022836 0.445018 
-2 -0.00111 0.026544 0.008636 0.06076 -0.12802 0.436867 
-1 -0.00888 0.017667 0.009911 0.057506 -0.89573 0.307218 
0 0.020792 0.038458 0.029766 0.065172 0.698511 0.590109 
1 0.003576 0.042034 0.012929 0.064818 0.276556 0.648493 
2 0.009956 0.05199 0.01288 0.069605 0.772989 0.746929 
3 0.006178 0.058167 0.032555 0.061445 0.189759 0.946663 
4 0.011957 0.070125 0.041736 0.085262 0.286503 0.822466 
5 0.004951 0.075076 0.02311 0.101478 0.214246 0.739825 
6 -0.00725 0.067822 0.01982 0.101999 -0.36602 0.664923 
7 -0.01055 0.057275 0.011448 0.098919 -0.92128 0.579007 
8 0.00011 0.057385 0.006349 0.101306 0.017367 0.566455 
9 -0.00575 0.051631 0.0151 0.099717 -0.38109 0.517777 
10 -0.00459 0.047045 0.011517 0.099013 -0.39817 0.475141 
 
Assuming that residues follow a normal distribution t, we carried out a test using the two extremity distribution 
with a significance level of 95%. Taking into account the number of companies included in the sample, we used 8 = 
9 t test was t0,05:8 =1.86. If t0,05:8
hypothesis that the news does not affect profitability will be rejected. Following the calculations in the table, we see 
that the t-statistic of no residual exceeds the critical value of 1.86. Thus, we can say with a significance level of 95% 
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that residual returns are not statistically different from zero. Complying with the initial test hypotheses, we conclude 
that the capital mark  
         Table 2. AAR and CAAR results after the returns announcements   
Day 
 
AARt CAARt AARt CAARt t-stat AAR t-stat CAAR 
-10 0.006111 0.006111 0.011834 0.011834 0.516416 0.516416 
-9 -0.00932 -0.00321 0.006963 0.018371 -1.33865 -0.17475 
-8 0.006872 0.003661 0.011238 0.00719 0.611454 0.509198 
-7 0.011125 0.014786 0.037699 0.043202 0.295092 0.342247 
-6 0.007897 0.022683 0.006635 0.048088 1.190094 0.47169 
-5 -0.01045 0.01223 0.019418 0.028674 -0.5383 0.426521 
-4 0.020852 0.033082 0.035672 0.063726 0.584564 0.519131 
-3 0.026244 0.059326 0.052174 0.115786 0.503002 0.512375 
-2 0.018728 0.078054 0.044851 0.159818 0.417564 0.488395 
-1 -0.03004 0.048011 0.05094 0.109087 -0.58978 0.440114 
0 -0.04811 -0.0001 0.059341 0.051379 -0.81076 -0.00196 
1 -0.02685 -0.02696 0.028144 0.023688 -0.9542 -1.13794 
2 0.002213 -0.02474 0.002555 0.025693 0.866078 -0.963 
3 -0.02483 -0.04958 0.024805 0.006149 -1.00118 -8.06306* 
4 0.000536 -0.04904 0.007914 0.009852 0.067687 -4.97796* 
5 -0.00772 -0.05676 0.02125 0.030527 -0.36326 -1.85933* 
6 0.013551 -0.04321 0.018213 0.03512 0.744023 -1.23033 
7 -0.00954 -0.05275 0.00586 0.03678 -1.62788** -1.43418** 
8 -0.00769 -0.06044 0.018286 0.02407 -0.42059 -2.51095* 
9 -0.00318 -0.06362 0.006282 0.020361 -0.50567 -3.12443* 
10 -0.00425 -0.06786 0.004301 0.023092 -0.98723 -2.93878* 
**significant at the threshold of 10% (t0,1;8 = 1.397) 
* significant at the threshold of 5% (t0,05;8 = =1.86) 
 
seventh day after the event and this can probably be explained by the inv
cumulative abnormal returns shows that CAAR is statistically significant only after the event, on days 3-5. We note 
that the null hypothesis is not rejected, in other words, bad news does not affect day 0 returns, which have already 
been incorporated into the price. 
Our results show an average value of abnormal returns of -
 In other words, the null 
can conclude that profit information has no impact on the asset returns. These are possible evidence of the semi-strong 
efficiency of the capital market in Romania. 
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3. Conclusions 
Generally, one limitation of event studies is that although the specification and force of significance of the statistical 
test applied can be powerful, the economic interpretation of the test is not as consistent since all event studies are 
combined tests due to the assumptions underlying them. These studies merge the testing of the hypothesis whether 
abnormal returns are zero and the testing of the hypothesis whether the model used to calculate the expected normal 
returns (e.g. market model) is accurate. If the alternative hypothesis is accepted, does this indicate that abnormal 
returns are indeed statistically different from zero because the market model used is wrong, or does it mean that the 
event actually leads to significant abnormal returns? This is a matter of debate for any event study conducted. 
One limitation of our study refers to the size of the sample of companies considered. Because of the excessive 
volume of data, we chose to include into our analysis only the companies listed under Category I of the Bucharest 
Stock Exchange, although, in order to get more relevant results on the speed of incorporating new information into 
prices (i.e. the analysis of the existence of semi-strong efficiency of the Romanian capital market), the analysis should 
be extended to the other companies listed on the BSE. 
Another problem that may occur with these event studies, especially in the case of emerging financial markets, is 
the weak trading phenomenon. Thus, identifying low-frequency trading securities is very important because they can 
influence the results and lead to poorly specified statistical tests. Weak trading correction consists either in removing 
these companies from the sample (our strategy) or in adjusting returns so as to eliminate the weak trading effect (the 
methodology proposed by Miller, Muthuswamy, and Whale in 1994 may be used to this effect). 
The inaccuracy of the model used to calculate the estimated normal returns is another problem worth mentioning. 
Surveys of event studies reach no consensus on a single model to apply. 
Furthermore, the size of the event and estimation windows is another factor that may lead to different results. The 
methodology we applied is consistent with the general procedures accepted by the event study literature. 
Finally, we must note that there may be other events not found in the analysis that can influence prices during the 
event. Their identification is a difficult (and sometimes impossible) task, due to the inaccessibility of sources that can 
provide this information. 
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